This study investigates the link between the auditing and filing choices made by a sample of 592 small private companies, which includes 419 micro-companies. It examines decisions made in connection with the 2006 accounts following the UK's adoption of the maximum EU size thresholds in 2004, and the impact of the proposed Directive on the annual accounts of micro-companies (EC 2011). The research extends the model of cost, management and agency factors associated with voluntary audit , and develops a complementary model for voluntary full accounts. The results show the benefits of placing full audited accounts on the public record outweigh the costs for a significant proportion of companies. In non-micro small companies, voluntary audit is determined by cost and agency factors, whereas in micro-companies it is driven by cost, management and agency factors. In both groups, the predictors of voluntary full accounts include management and agency factors, and choosing voluntary audit is one of the key factors. The study provides models that can be tested in other jurisdictions to provide evidence of the needs of micro-companies, and the discussion of the methodological challenges for small company researchers in the UK makes further contribution to the literature.
Introduction
This study focuses on a sample of 592 small companies in the UK, which includes 419 companies that are likely to be categorized as micro-companies under the European Commission's proposed Directive on accounting for 'micro-entities' (EC 2007 (EC , 2011 . The sample represents a subset of private companies that took part in a survey commissioned by the Department for Business, Enterprise and Regulatory Reform (BERR) 1 (Collis 2008) . The purpose of this study is to contribute to the literature by investigating the determinants of two The Fourth Directive requires limited liability entities to prepare and register annual accounts, which must be audited by one or more persons entitled to carry out such audits. The rationale for the requirement to make the accounts available at a registry is that anyone dealing with a limited liability company should be able to see the financial statements.
Member States are permitted to provide options for qualifying small or medium-sized entities to register less detailed abbreviated accounts 2 in place of the full statutory accounts, and for qualifying small entities to forgo the statutory audit. These concessions stem from recognition of the increasingly important role played in the economy by small and mediumsized entities, which have been dubbed the backbone of Europe's economy (EC 2008b) . For example, UK statistics relating to the start of 2010 show that 97% of the 1.2 million active companies 3 (including subsidiaries) were small (0-49 employees) and accounted for 31% of jobs and 29% of turnover in the private sector (BIS 2011, Table 3 ).
The Fourth Directive specifies the maximum thresholds that Member States can set for small entities to qualify for audit exemption and abbreviated accounts. 4 Entities must meet at least two of the three size tests shown in Table 1 relating to the maximum level of turnover, total assets and average number of employees for the financial year. The table also shows the proposed thresholds for the new category of micro-entity. 5 [Insert Table 1 hereabouts] Depending on the choices made by the Member State, the draft Directive on the annual accounts of micro-entities proposes that a company that qualifies as a micro-entity will be exempt from the requirement to keep accounts on prepayments and deferred income for certain headings, thus limiting accounting information to key elements and permitting a minimum level of transparency. Member States will also be able to discharge micro-entities from the obligation to provide notes to the accounts (in which case the information will appear in the balance sheet) and calculate overheads at the year end. In addition, Member
States will be able to exempt micro-entities from the obligation to publish annual accounts, provided the balance sheet information is registered by a competent authority, transmitted to the trade register and available on request.
These regulatory relaxations for micro-entities stem from a 'think small first' approach, which rests on the assumption that the requirements are a burden to very small entities, the reduction of which would boost Europe's economy (EC 2007) . However, there is a paucity of up-to-date research on the benefits that might be lost. Moreover, previous studies focus on the auditing or filing options separately, whereas in the financial reporting cycle the auditing and filing choices coincide at the year end. A further limitation is that previous impact assessment studies on raising the thresholds in the UK have necessarily focused on predicted behaviour rather than the actual choices made. The present research addresses these gaps.
The remainder of the paper is organised as follows: Section 2 outlines the development of differential reporting in the UK; Section 3 reviews the literature and develops the hypotheses, while section 4 describes the methodology. The results are presented and discussed in section 5 and the final section draws conclusions on the contribution and limitations of the study.
Development of differential reporting in the UK
Statutory corporate reporting stems from the publicity doctrine, which asserts that the publication of the annual report and accounts and other information is part of the price year. 11 In a subsequent financial year, the entity must qualify as small or satisfy the size tests in that year and the preceding year. The conditions for exemption from audit are that the entity qualifies as small in relation to that year and meets both the turnover and balance sheet criteria for that year. 12 However, if audit is required by shareholders holding at least 10% of issued share capital, the company cannot forgo the statutory audit.
Companies House statistics provide a breakdown of the proportion of active companies filing audit exempt accounts, full accounts and abbreviated accounts. However, the statistics do not distinguish between statutory and voluntary audit or between statutory and voluntary full accounts; nor do they indicate whether the full accounts from which the abbreviated accounts were derived were audited. More importantly, the percentages relate to the proportion of companies on the register, rather than the proportion of companies that qualify for a particular concession. easier to understand. However, the abbreviated accounts option was retained.
Literature and development of hypotheses

Introduction
A qualifying small company that chooses to register audited full accounts is making voluntary disclosures. As in the large company literature, these voluntary disclosures can be defined as 'disclosures in excess of requirements [that] represent free choices on the part of company managements to provide accounting and other information deemed relevant to the decision needs of users of their annual reports' (Meek et al. 1995, p. 555) . Over recent decades considerable attention has been paid to developing theory in the context of voluntary disclosures by large, listed companies (for example, Firth 1979 , Leftwich et al. 1981 , Meek et al. 1995 , Schleicher 1998 , Holland 2005 , but very little research has been carried out in small, private companies. However, caution must be exercised in adopting a theoretical framework or research methods 13 based on a large company template. The motivations of the directors of large, listed companies operating in the capital markets are highly likely to differ from motivations of the owner-directors of small private companies (see section 3.3).
In the small company literature, comparison of previous UK studies is problematic due to changes in accounting regulation, increases in the size thresholds and fluctuations in currency values. Moreover, some of the previous studies are now somewhat dated or too small to permit generalisation, although they provide valuable insights (for example, Page 1984 , Keasey and Short 1990 , Freedman and Goodwin 1993 , Pratten 1998 , Tauringana and Clarke 2000 , John and Healeas, 2000 , Lin-Seouw 2001 , ICAS 2002 , Marriott et al. 2006 . The usefulness of studies conducted in other jurisdictions is limited by the need to take account of country-specific factors such as social, economic and cultural differences, notions about the objective of financial reporting, and the relative importance of principles and rules (Haller and Walton 2003) .
A questionnaire survey by Collis and Jarvis (2000) for the Institute of Chartered Accountants in England and Wales (ICAEW) examined the views of the directors of 385 companies filing full accounts with a turnover up to £4.2 million (the proposed EU maximum for a small company at the time of the study) and found that 63% predicted they would opt for audit if offered exemption. 14 Further analysis of that data by Collis et al. (2004) identified a number of cost, management and agency factors that influenced demand for voluntary audit. These factors were tested again in a survey by for the Department of Trade and Industry (DTI), which examined the views of the directors of 790 small companies with a turnover up to £4.8 million (the proposed EU maximum for a small company at that time).
This found that 42% of respondents predicted they would have a voluntary audit.
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In the context of the debate over raising the thresholds for audit exemption in the UK, Collis (2010) examined the sufficiency of turnover as a surrogate for demand for voluntary audit using the 2003 UK data and comparing it with data from Denmark. She found evidence in both countries that turnover alone is not a sufficient surrogate for the cost and benefits of audit, which are broadly similar in both countries. The model developed by Collis et al. (2004) was also tested with data from Finnish companies with fewer than 10 employees by Niemi et al. (2012) . This provides evidence of the robustness of the model in a third regulatory setting. These studies suggest that despite regulatory differences (in particular, definitions of size), many of the drivers of demand for voluntary audit are common to the UK, Denmark and Finland. Although these studies contribute to the theoretical framework for this study, their findings suffer from the limitation that they are based on the directors' predicted decisions and focus on decisions by companies registering full accounts.
Little is known about the factors that determine the filing choice in SMEs. The following review of the literature examines the costs and benefits of voluntary audit and voluntary full accounts for small companies and develops the associated hypotheses.
Cost
In a broad sense the costs of audit and disclosure can be conceived as 'cash costs', such as auditors' fees, employees' salaries and filing fees, and 'proprietary costs', such as losses incurred from the use of information by competitors. There is likely to be a substantial fixed element in the cash costs of audit and disclosure so that the relative cash cost declines as turnover increases. found that the modal saving from discontinuing audit for small companies with a turnover up to £1 million (the UK exemption threshold at the time of the study) was £1,000, which is a significant saving. Collis et al. (2004) found that small companies with a larger turnover were more likely to choose voluntary audit. Total assets and number of employees were also tested, but were not found to add significant information. The authors concluded that these two size tests could be excluded as criteria for audit exemption.
However, the study also demonstrated that size alone does not capture all the costs and benefits of audit in small companies.
In 1995 the estimated additional cost of preparing abbreviated accounts was £100-£250 (DTI 1995, p. 12) and the DTI gave this as the main reason why more companies had not taken up the option. This view was shared by the ICAEW (1995, p. 4) : 'We believe that many small companies do not bother to convert the accounts they have to send to shareholders into abbreviated accounts because there is an attendant expense'. Subsequent case study evidence (Marriott et al. 2006 ) suggested a typical fee of around £100, but it was found that some accountants made no charge because of the ease with which accountancy software allowed them to generate abbreviated accounts from the full accounts prepared for shareholders.
Given the widespread use of accountancy software, this suggests the cost of the filing decision may now be small.
The focus on relieving the disproportionate burden placed on small companies and the decision to raise the UK size thresholds to the EU maxima in 2004 suggest that turnover captures the cost of audit, but some studies have used it as a surrogate for separation of ownership and control (Chow 1982, Tauringana and Clarke 2000) or to measure the value of wealth at risk if the financial statements were not audited (Abdel-Khalik 1993) . In this study, relative cash cost is assessed in two ways. The first is that turnover is used as a proxy for inverse relative cash cost. As explained above, because of the economies of scale, turnover is inversely related to the relative cash cost of audit. The second is that respondents were asked directly about the extent of the 'cost burden' of their audit and filing decisions.
This literature leads to the following cost hypotheses:
H1 Voluntary audit is positively associated with turnover.
H2
Voluntary audit is negatively associated with the perceived cost burden.
H3 Voluntary full accounts are positively associated with turnover.
H4 Voluntary full accounts are positively associated with the perceived cost burden (due to the additional cost of producing abbreviated accounts).
Management factors
In 1995, some 14 years after the abbreviated accounts option was introduced in the UK, there was some concern that the estimated take-up was only 35% of eligible companies (DTI 1995, p. 12) . However, 10 years later it had risen to an estimated 43% (DTI 2005, p. 31) . The basis of these estimates is not known, given the absence of a sampling frame of eligible companies.
The evidence provided by POBA (2006, p. 24) that suggests some 50% of small and medium-sized companies filed abbreviated accounts in 2006 does not tell us what proportion of the other 50% had volunteered full accounts or were under a statutory obligation to file full accounts.
Research in the 1980s (Page 1981 (Page , 1984 contended that the directors of small companies had little knowledge of accounting. Over the years this may have changed, since Collis and Jarvis (2000) found that the principal directors of 67% of small companies in their sample had trained in, or studied, business or management subjects. Nevertheless, if an entity is close to the size thresholds, the question of whether it qualifies for the small company options must be reviewed regularly and this may lead to the directors seeking professional guidance.
Accountants are the main source of advice to small firms in the UK (Bennett and Robson 1999 , Gooderham 2004 , POBA 2006 , Dyer and Ross 2007 and play a key role in advising on regulation (Blackburn et al. 2006) . Traditionally, the financial reporting function is outsourced and the majority of smaller companies rely on an external accountant to prepare the statutory accounts (Page 1981 , Carsberg et al. 1985 , Collis and Jarvis 2000 . Directors faced with the choice for the first time are likely to benefit from the accountant's experiences with similar companies and an accountant retained for some years is likely to have considerable knowledge of the business and the directors' future plans, and be in a strong position to discuss the costs and benefits of the filing options. Under the model of economic rationality proposed by Weber (1968) , a cost and benefit analysis represents formal rationality. Recent evidence (Kitching et al. 2011) shows that considerable importance is attached to the accountant's analysis of the costs and benefits: 64% of accountants with small company clients advised them to file abbreviated accounts if they (the accountants) considered it appropriate, compared with 26% of accountants who informed clients of the advantages and disadvantages and let the directors decide. The research found that accountants who advised clients to file abbreviated accounts were more likely to report that all their clients filed abbreviated accounts, and this suggests that the accountant's advice is generally followed. The fact that some accountants discuss the advantages and disadvantages with the directors of small companies suggests that a periodic review of the costs and benefits takes place.
The above discussion leads to the following management hypotheses:
H5 Voluntary audit is positively associated with taking the accountant's advice.
H6 Voluntary audit is positively associated with reviewing the costs and benefits.
H7 Voluntary full accounts are positively associated with taking the accountant's advice.
H8 Voluntary full accounts are positively associated with reviewing the costs and benefits. Collis et al. (2004) found that voluntary audit is associated with companies whose directors believed that audit improves the quality of the financial information and provides a check on internal books and records. Most small companies are closely held family-owned businesses (Bolton 1971 , Poutziouris et al. 1998 , Collis and Jarvis 2000 . Therefore, opportunistic behaviour by management, at the expense of shareholders, may be less of a problem than it is in larger companies where there is separation of ownership and control. Collis et al. (2004) identified the management benefits from an independent audit as the check on internal controls and the improvement in the quality of the financial information, which reduces information risk. In small companies, inherent risk and internal control risk are high . Consequently, there is a strong likelihood of material misstatements arising in the financial statements and a strong likelihood that such misstatements will not be detected in a timely fashion by internal controls. Agency theory (Jensen and Meckling 1976) suggests a reduction in control risk and inherent risk would lower agency costs (Hossain et al. 1995 , Watson et al. 2002 , Prencipe 2004 ) and lead to an economically rational decision (Collis 2010) . This discussion leads to the following management hypotheses:
H9 Voluntary audit is positively associated with agreement that it acts as a check on the accounting systems and records.
H10 Voluntary audit is positively associated with agreement that it improves the quality of financial information.
Interviews with small companies, soon after the abbreviated accounts option was introduced in the UK, found that in general directors 'did not see the disclosure of commercial information (for example, turnover and stock [inventory]) about a company as a burden, in that it gave significant help to competitors' (Carsberg et al. 1985, p. 6) . Ten years later, the directors still did not see 'a significant disadvantage in making publicly available more information than they strictly need' (ICAEW 1995, p. 4) . However, abbreviated accounts may offer benefits if there is 'a competitive or other advantage to be gained by not disclosing particular information ' (DTI 1995, p. 12) . A study of medium-sized companies in the manufacturing sector found companies with intrinsic advantages (the ability to earn long-term above average profits through features of the business) are less likely to file abbreviated accounts. In that study, age was used as a proxy 'since companies survive longer when they have greater intrinsic advantages' (Dedman and Lennox 2009, p. 224) . Unless it occupied a niche market, this could also apply to a small company trying to protect its position in the industry by withholding information from rivals. The following management hypotheses test these propositions:
H11 Voluntary full accounts are negatively associated with the perceived disclosure burden.
H12 Voluntary full accounts are negatively associated with the age of the company.
A survey of credit analysts and credit managers (Morris and Omrod 1990) found that when full accounts were filed by small companies, they were the most important source of information for assessing credit risk. When abbreviated accounts were filed, approximately half the information omitted could be found from alternative sources, but the cost of doing so was high. Interview data from banks, commercial credit reference agencies and credit insurance companies (Kitching et al. 2011) confirms that abbreviated accounts offer limited insights into the financial performance and position of a company, and that other information is needed to assess credit risk. It is likely that the directors of small companies are aware of this because some file voluntary full accounts that have been audited on a non-mandatory basis to improve their credit rating , Marriott et al. 2006 . 17 These propositions are tested by the following management hypotheses:
H13 Voluntary audit is positively associated with agreement that it has a positive effect on the credit rating score.
H14 Voluntary full accounts are positively associated with voluntary audit.
Agency factors
Collis (2003) used turnover as a proxy for the inverse relative cash cost of audit and to capture whether the company is large enough to have external shareholders and/or external lenders. She argues that these factors are better explained by the theory that the directors will be willing to bear the cost of audit due to the beneficial role the audited accounts play in supporting agency relationships (Jensen and Meckling 1976) with principals who are distant from the actions of management. Power (1997) contends that, in small companies, principals include external shareholders, lenders and creditors who cannot verify the information. Since such agency relationships are unlikely to be transient, it is probable that, when thresholds are raised, companies with agency relationships will continue to file full audited accounts on a voluntary basis to mitigate the problem of information asymmetry. This will represent consistency in terms of financial reporting policies rather than force of habit.
Existing and potential investors are considered to be one of the main groups of users of the published accounts (ASB 1999 , IFRS 2010 . Investors in large companies are external shareholders who delegate authority for managing the business to the directors, which leads to information asymmetry. However, investors in many small private companies are ownerdirectors (Page 1984 , Carsberg et al. 1985 . Nevertheless, 'even in the very smallest company disputes can arise between shareholders and the audited accounts can be an essential protection' (Freedman and Goodwin 1993, p. 128) . Moreover, information asymmetry can be present among owner-directors if they lack the skills necessary to interpret the financial information (Power 1997). These views are supported by evidence of demand for audit in small companies that are not wholly family-owned ) and in small companies that have one or more shareholder who is not involved in the day-to-day management of the business . The study of very small companies in Finland (Niemi et al. 2012) found that outsourcing critical accounting functions creates a need to control for information asymmetry between the company and the external accountant, which increases the likelihood of independent audit. On the other hand, if the external accountant provides tax advice, demand for voluntary audit is likely to decrease.
Banks are the main source of external finance for small firms (Cosh and Hughes 2003) and recent research (Cosh et al. 2009) shows that overdrafts and credit cards are the most commonly used forms of finance. The audited accounts play an important role in the lending decision (Berry et al. 1987 , Berry and Waring 1995 , Deakins and Hussain 1994 , ACCA 1998 . However, lenders have the economic power to demand special purpose financial statements and banks can monitor cash flows in order to assess lending risk. Berry et al. (1987) suggest that bankers consider that the full statutory financial statements to be the most important source of documentary information because they are more reliable than the management accounts, but information about the person, the business and the lending proposition are also key factors (Berry et al. 2003) . A global survey of 559 bankers (IFAC/The Banker 2009) shows that lenders increasingly look at cash flow information, collateral and customer history in addition to the financial statements, key risk indicators and industry trends. Other evidence , Collis and Jarvis 2002 indicates that small companies file voluntary audited full accounts to maintain relationships with the bank and to send positive signals to lenders, suppliers and customers that the business is well managed (Marriott et al. 2006) . A UK study of 5,139 small companies filing full accounts provides evidence that low-risk companies attract upgrades to their credit rating when they signal their favourable borrowing characteristics by choosing voluntary audit.
Prior research suggests that small companies tend to follow lifestyle or satisficing strategies because survival and stability are often more important than growth and profit-maximisation.
The latter (growth and profit-maximisation) are the main strategies pursued by large companies (Jarvis et al. 1996) . Nevertheless, a survey of SMEs during the current economic crisis (Cosh et al. 2009) shows that 59% intended to grow over the next three years.
According to Olsson (1980) , filing full audited accounts would be advisable if the shareholders were intending to sell the business, plan a flotation or seek another form of external investment, although found only 1% of small companies were planning a listing in the foreseeable future.
This literature leads to the following agency hypotheses:
H15 Voluntary audit is negatively associated with the company being wholly family owned. 
Methodology
Sample selection and data collection
This study focuses on 592 small private companies. These represent a subset of 1,294 small and medium-sized companies that responded to a postal questionnaire survey in September 2007, which had been commissioned by BERR as part of a regulatory impact assessment (Collis 2008) . The questions were guided by case study research (Marriott et al. 2006)  total assets not exceeding £12.9 million  an average of no more than 250 employees during the financial year.
Companies with activities in all sectors were included, apart from Section J Financial Intermediation (SIC 66, 67 and 68). 20 Only independent companies were included, since subsidiaries may be part of larger, non-exempt groups. Table 2 summarises the selection criteria and search results.
[Insert Table 2  2 million companies in a detailed format  a further 200,000 companies in a summary format  details of 700,000 companies that are active but are not required to file accounts, or
which have yet to file their accounts  4 million companies that are no longer active, but which are included to aid research into patterns in default and to confirm previous existence. 
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Companies in the analysis
As stated, the companies analysed are a subset of 1,294 small and medium-sized private companies responding to a questionnaire survey conducted for BERR (Collis 2008) . In response to a question that asked whether the company's 2006 accounts had been audited, 702 companies stated that they had been audited because the company was above the size thresholds and the remaining 592 companies stated that their accounts had been audited on a voluntary basis or that they were not audited because the company was exempt. From this it was deduced that these 592 companies qualified as small in 2006. These are the small companies in the analysis. There was some size bias in this sample, which tended to be slightly smaller (in terms of total assets) than the small companies that did not respond to the questionnaire.
Univariate analysis of the survey responses from these 592 small companies found that 39%  57% were wholly family-owned (includes companies with only one owner)  34% had been incorporated for up to 5 years  in 77% of cases an external accountant had prepared the 2006 accounts  70% were in favour of filing exemption for micro-companies.
External sources of finance comprised: banks (33%); hire purchase and/or leasing (22%); factoring/invoice discounting (6%) and forward payments (6%). Internal sources of finance used were: directors' loans (37%); loans from family and friends (5%); and loans from the company's pension fund (2%).
The costs and benefits of voluntary audit and voluntary full accounts for small companies are tested in two related logistic regression models described in sections 4.3 and 4.4, which are based on the following general model:
Financial reporting choice = f (cost, management factors, agency factors) Table 3 ) that the cost of audit was a major burden. It is expected to have a negative association with voluntary audit. This study uses a survey response to measure the directors' perceptions of the cost burden, whereas and Collis et al. (2004) drew the same conclusion based solely on turnover as a proxy for cost. Table 3 ) that audit acts as a check on the accounting systems and records, improves the quality of the financial information and has a positive effect on the credit rating score respectively. These variables are expected to be positively associated with voluntary audit.
Variables in the model of demand for voluntary audit
Management factors ADVICE (H5) is
Agency factors
FAMILY (H15) is a dummy variable (1,0) that captures whether the company is wholly family owned and is expected to have a negative association with voluntary audit.
EXOWNERS (H16) is a dummy variable (1,0) that captures whether the company has external investors without access to day-to-day financial information and is expected to be positively associated with voluntary audit. INVESTORSAUDIT (H17), LENDERSAUDIT (H18) and SUPPSCUSTSAUDIT (H19) capture ordinal data measuring the extent of agreement (see Table 3 ) that shareholders, banks/lenders, and major suppliers or major customers require audited accounts respectively. These variables are expected to have a positive association with voluntary audit.
Control variable
CONSISTENTAUDIT is an ordinal variable that measures the extent of agreement (see Table   3 ) that consistency with the audit decision in previous years was a major factor and controls for the effect of tradition or habit.
[Insert Table 3 hereabouts] [Insert Table 4 hereabouts]
Variables in the model of demand for voluntary full accounts
Cost
TURNOVER (H3) is a proxy for the cost of the filing choice and captures ordinal data relating to the company's turnover in 2006, which was coded from 1 to 8 as indicated in Table 4 . It is expected to be positively associated with voluntary full accounts. COSTFILING (H4) captures ordinal data on the extent of agreement that the cheapest option was a major factor (see Table 4 ) and is expected to have a positive association with voluntary full accounts. 
Management factors ADVICE
Control variable
CONSISTENTFILING captures nominal data on whether the directors agree that consistency with the filing decision in previous years was a major factor (1,0) and is used to control for the effect of tradition or habit.
[Insert Table 4 hereabouts]
The vast majority of registered companies (97%) have fewer than 50 employees and 87% have fewer than 10 employees (BIS 2011, Table 3 ). Research shows that small firms are most vulnerable to failure during the first five years (Milne and Thomson 1986, Storey 1994) .
However failures or removal from the register for other reasons are offset by new incorporations. In addition, some may have crossed the size thresholds into the medium or large categories. Therefore, age is positively skewed in the population. As the other independent variables are ordinal or nominal, non-parametric tests of association and difference are used in the analysis. The dichotomous nature of the dependent variable makes logistic regression the appropriate choice. 33 Table 5 presents descriptive statistics for the continuous variable in the analysis and Table 6 shows frequencies for the categorical variables.
[Insert Tables 5 and 6 hereabouts]
Results and discussion
Determinants of voluntary audit
The results of the non-parametric tests to examine differences between the two groups in VOLAUDIT and the ordinal and categorical variables are significant (p ≤ 0.01) for all variables apart from REVIEWAUDIT (H6). Therefore, the null hypothesis for
REVIEWAUDIT cannot be rejected and this variable is excluded from the regression model.
Spearman's correlation was used to check for multicollinearity among the remaining independent variables. 34 Table 7 shows the results of the logistic regression of the determinants of voluntary audit for all small companies in Panel A. The following interpretation focuses on the results in Panels B and C, which show the results when the small companies are separated into two groups:
non-micro small companies (small companies excluding the micro-companies) and microcompanies respectively.
Looking first at the cost factors, the results for TURNOVER (H1) are highly significant in both size groups (p ≤ 0.01), indicating that demand for audit increases with revenue irrespective of size. COSTAUDIT (H2) is also highly significant for both size groups (p ≤ 0.01) and the correlation coefficients carry the expected negative sign, confirming that companies choosing voluntary audit do not consider cost is a major burden. This suggests that the cost of audit is outweighed by the benefits. The benefits include both management and agency factors.
Among the management factors, the results for ADVICE (H5) are not significant for nonmicro small companies (p > 0.10), but are highly significant for micro-companies (p ≤ 0.01).
Thus, micro-companies receiving advice on accounting and auditing regulations from their external accountant are likely to opt for voluntary audit. This extends previous research that highlights the key role played by accountants in advising on regulation in general (Blackburn et al. 2006 ) and on accounting and assurance in particular Collis et al. 2004 ). In the context of the UK raising the turnover threshold for audit exemption from £1 million to £5.6 million in 2004, the significant results for ADVICE suggest that the audit policies pursued by very small companies in 2006 were based on informed decisions.
CHECK (H9) is significant at the 10% level (p ≤ 0.10) for micro-companies only, giving support to the notion that audit is considered a beneficial a check on accounting systems and records in these very small companies. There is no evidence to reject the null hypotheses for QUALITY (H10) and CREDITSCORE (H13) (p > 0.10). The results in respect of the latter are surprising since Lennox and Pittman (2011) find evidence that small companies improve their credit ratings via the positive signal sent by continuing to have an audit when no longer legally required to do so. However, the present study measures the directors' perceptions of the effect on the company's credit rating, while Lennox and Pittman measured the actual effect. A limitation of the Lennox and Pittman study is that it focused solely on companies filing full accounts, whereas the present study investigates companies filing either full or abbreviated accounts.
An examination of the agency factors shows there is no evidence to reject the null hypotheses in respect of FAMILY (H15) (p > 0.10), and although the results for EXOWNERS (H16) are significant for non-micro small companies, the correlation coefficient shows an unexpected negative sign. Therefore, the null hypothesis for H16 cannot be rejected. The results for INVESTORSAUDIT (H17) are highly significant across the size range (p ≤ 0.01), signifying demand for assurance from present investors, who could be minority shareholders exercising their statutory rights. LENDERSAUDIT (H18) captures directors' perceptions that the bank/lenders require audited accounts and the results are significant for micro-companies at the 10% level. Micro-companies are likely to have fewer assets and/or a shorter track record with which to demonstrate the success of the business model than non-micro small companies and audited accounts may mitigate the risk to banks providing overdrafts and other forms of debt finance in these very small companies. The correlation coefficients in respect of SUPPSCUSTSAUDIT (H19) carry an unexpected negative sign. Therefore, the perception that major customers or suppliers require audited accounts is not one of the factors driving the demand for voluntary audit in such companies. CONSISTENTAUDIT controls for tradition or habit and is significant for micro-companies (p ≤ 0.01).
The Wald statistics in Panel B of Table 7 indicate that the most powerful predictor of voluntary audit in non-micro small companies is TURNOVER (H1), followed by INVESTORSAUDIT (H17) and COSTAUDIT (H2). The pseudo R 2 indicates that the model explains 78% of the variance. The Wald statistics in Panel C of Table 7 indicate that the most powerful predictor of voluntary audit in micro-companies is ADVICE (H5) followed by
and CHECK (H9). The pseudo R 2 shows the model explains 52% of the variance. The pseudo R 2 for all small companies (Panel A of Table 7 ) is 73%. This is superior to the models of
Collis (2003) and Collis et al. (2004) , which only explained 39% and 35% of the variance respectively.
[Insert Table 7 hereabouts]
Determinants of voluntary full accounts
The results of non-parametric tests to examine differences between the two groups in VOLFILING and the ordinal and categorical variables were significant (p ≤ 0.05) for all variables. Spearman's correlation was used to check for multicollinearity among the independent variables. contends that the directors of small companies do not consider the disclosure of turnover a major disadvantage (Carsberg et al. 1985 , ICAEW 1995 . However, the results are not Among the agency factors, the results for USEFULTOUSERS (H20) are significant for nonmicro small companies (p ≤ 0.01). Therefore, the directors of such companies who believe their published accounts are useful to users are likely to file voluntary full accounts. There is no evidence to reject the null hypotheses for INVESTORSFILING (H21) (p > 0.10). This is not surprising since most small businesses are set up to provide a living for their owners (Page 1984 , Carsberg et al. 1985 , which makes it unlikely that the directors would file full accounts to attract potential investors/acquirers. The results for LENDERSFILING (H22) are significant at the 10% level for micro-companies. This identifies the bank/lenders as the user group that the directors of micro-companies believe are using the voluntary full accounts they place on the public register. There is no evidence to reject the null hypotheses for SUPPSCUSTSFILING (H23) for any of the size groups, but potential suppliers, trade creditors and major customers have the economic power to obtain detailed financial statements and do not rely on the published accounts. The correlation coefficient for CREDITAGENCIES (H24) shows an unexpected negative sign, so there is no evidence to reject the null hypothesis for H24. CONSISTENTFILING was used as a control for tradition or habit and is significant for micro-companies (p ≤ 0.10).
The Wald statistics in Panel B of Table 8 ) is 26%.
[Insert Table 8 hereabouts]
Conclusions
The motivation for this study is the lack of evidence on the link between the auditing and filing choices of small private companies in the UK. The first contribution of the study is that it increases our understanding of the drivers of voluntary audit by extending the model of Collis et al. (2004) . A limitation of previous UK studies on this topic , Collis et al. 2004 , Collis 2010 ) is that they analyse predicted behaviour and focus solely on companies filing full accounts. This is addressed in the present study by focusing on the actual decisions The most powerful determinant of voluntary audit in non-micro small companies is turnover.
The larger the company's sales revenue, the more likely it is to have a non-mandatory audit.
This is followed by perceived demand for audited accounts from investors and perceptions that the cost of audit is not a major burden. The most powerful determinant of voluntary audit in micro-companies is taking the accountant's advice, followed by perceptions that the cost of audit is not a major burden; perceived demand from investors; turnover; perceived demand from the bank/lenders; and the view that audit provides a check on accounting systems and records. Although there is some commonality between the two size groups, the audit decision in micro-companies is driven by a wider range of benefits that include both management and agency factors.
The most powerful determinant of voluntary full accounts in non-micro small companies is the view that disclosing turnover is not a major disadvantage, followed by the belief that the accounts they file at Companies House are useful to users and the company has a voluntary audit. The most powerful determinant of voluntary full accounts in micro-companies is that the company has a voluntary audit, followed by perceptions that the bank/lenders use their published accounts. In both size groups, there is evidence that the two voluntary behaviours are linked, but perceptions of who may be using their published accounts differ. It is notable that credit rating agencies are not seen as a significant user of the published accounts in any of the size groups studied. This may be due to an information gap or because personal credit ratings are considered to be more important in small businesses. The role of the published accounts in credit decisions requires further investigation.
Care must be taken when generalising the results of this study or comparing them with others where different selection criteria have been used. This is due to the absence of an up-to-date, complete and searchable database for private companies in the UK and problem of low response rates in empirical studies. Readers should be aware that the research was based on companies in the Fame database (excluding those in the financial intermediation sector), with a year end before 31 October 2006 (or had filed early), where the average number of employees for 2006 was given. It is not known how Fame gathered the number of employees for those filing abbreviated accounts. By discussing some of the anomalies in the UK official statistics and the challenges facing small company researchers, this paper make a further contribution to the literature that should be useful to those conducting future regulatory impact assessments.
This research demonstrates that, after the UK size thresholds were raised to the EU maxima in 2004, the benefits of placing full audited accounts on the public record outweighed the costs for a significant proportion of both non-micro small companies and micro-companies.
The models in this study can be tested in other jurisdiction to provide further evidence to ensure that the European Commission's plans to reduce administrative burdens under the proposed Directive (EC 2011) do not have a negative impact on the intended beneficiaries.
Further research is also needed to assess the potential constraint on economic growth in Europe arising from the uneven adoption of the policies, which might lead to companies in some Member States being excluded as trading partners (UEAPME 2010).
Regulation should not give the impression that there is no benefit to micro-companies from filing full audited accounts. The results of this study demonstrate non-micro small companies and micro-companies have assurance and reporting needs in common, although the specific drivers differ between the two size groups. The statutory requirement to register annual accounts ensures this important source of regulated, general purpose information is available to users, particularly those who lack the legal or economic power to demand special purpose financial statements. National regulators should take account of the information gap that would arise if micro-companies were prevented or discouraged from publishing full, audited financial information and the adverse effect this could have on the company's credit rating and, hence, its ability to borrow and obtain trade credit. (4), £15.1m-£20m (5), £20.1m-£25m (6), £25.1m-£30m (7), over £30m (8) H3 + COSTFILING Extent of agreement that the cheapest option was a major factor (5 = highest level of agreement, 3 = neutral and 1 = highest level of disagreement) H4 + 592  362  230  -------ADVICE  592  301  291  -------FAMILY  590  253  337  -------EXOWNERS  575  381  194  -------VOLFULL  537  263  274  -------COSTFILING  500  318  182  -------REVIEWFILING  481  309  172  -------DISCLOSETOVER  494  377  117  -------USEFULTOUSERS  497  239  258  -------INVESTORSFILING  592  442  150  -------LENDERSFILING  592  379  213  -------SUPPSCUSTSFILING 592  271  321  -------CREDITAGENCIES  592  302  290  -------CONSISTENTFILING 518 164 354 ------- 
